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ECONOMIC OUTLOOK FOR 
COMMUNIST CHINA 


CONCWWEIONS 





; ic activity in arg especially i in the industrial sector, 
is lie slowed by the Cultual Revolution, Nevertheless, military 
prodvetion and development contiqua to enjoy a High priority, and 
have heen considerably aided by imports from the Free World, 


B. Foreign trade hes grown, and the non-Communist world now 
acomunts for three-fourths of pagan rin page balance of pav- 
ments position hes improved aver years, Support of 
North Vietnam hay been bhatt tae eee ply the past year, 
but imposes no indus strain on the Chinese econanry, 


outlook depends heavily upon the development 





eee 
erin grates Durlng the next year or two, assuming a 


continuation of the present level of political turmoil, the economy 
stems likely te deterlorate somewhat, though probably not to the 
ad af causing a sharp decline fn industrial production, widespread 

at acute food shortages, The weapons programs 
ould be continued, = some stretch aut in partionlar items might 
he necessary. 


DB. We think it unltely that Mae will achieve sullictent political 
auctets in the Cultural Revelution to permit him to embark upon a 
niew economic initiative similar to the Leag Forward. When Mao 
disappears from the seene, there will probably be a period of confused 
contesting for power during which economic recovery will be neither 
yepid nor sure, 


E. The unfavorable food-population ratio, the economic costs and 


imbalances inherent in the military program, and the shortoomings 
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of the educational system are problems likely to persist for at lezst 
a decade. A prageatic ceils could probably surmount them, but 
any successor to the present regione will also isherit some of the am- 
bidous political goals of its predecessor. These will strongly affect 
the allocation of resources, prabably at the sa of laying founda- 
‘tots for self-sustaining economic growth. 


abs’. 








DISCUSSION 
L THE POLITICAL SETTING 

1, "The political upheaval in Chinn hos complicated the analyely of China's 
eeunonile er nance, policies, and goals, Tes Third Peeten i Plan was te 
have hagua fn TOG, Gat a comprehensive plan hay aot yet teen alictally = 


. seuneod, and during the cours of the Cultural Revolution Hitle hos heen anti 


sonceming econoude performance. Insizad, attention has been focused on the 
political and soctal revelation, ‘The leadership has been civen, and anew genera 
on te beginning to asxert itself, Cleavage: are appending bebwoon the young 
nad the old, the students and the workers, the urban and the rural wees, anc 
the regions and the gucter, Until a new order and comme are established, 
teonomiine is Uhely to be of secondary concern, : 


2 ‘This situntion reflects Mac's doctrines of soctal development. Mao fears 
tha burenuctat end tie technician who, by thelr taske and walning, place — 
naive oni stability ated find teasoas fo halt sevolutionsry change, “The cult of . 
the anton, ambodind tn “Mno's Thought,” places mare fulth in arousing the 
talents and Iniilntive of the oomntin mam then iy following the advise af the 
highly tretived specialist, tt follows thar Mao dindains material Incentives for the 
nord penverfulhut ephamersl—fore of ideological stimell, aid iukets onthe 
primacy of political enthusioan over a ak Prudent anter- 
prise munagensent in Chion haa mpentedly found its cautious policies under 
wttedk by Mao, Tn brief, Mad ic more a revolntionary Inader than an econornte 


&. The Leap Forward (1066-1000) stands ay a stork example of cartying Mao's 
ides to extreme lengths, Follwing Mao's onder that “polities take commend,” 
a middle campaign of ideologies) exhortation elicited a nntoowide outpouring 
of labor eneegier, Although this resulted in dramatic, bat teaporury, aparte tn 
production, the lack of planting acd coordination made the campaign ultimately 
stlid Jeating. Thus, faced In 198) with crippling food shortages, cowation of 
Soviet ald, and « dixnaraged and dligeuniled population, Peking bud little chatee 
tk to pall back, 

4, From mid-J060 to the end of 106%, Peking followed retreat and retrench- 
tun poltcins $6 restore ardor and stability by curtailing investment, peduchig of 
coding industrial subsidies, retwelag redemdant urban labor to the rural areas, 
reviving private plows, restoring free markets, and decentelizing communes, 
Such pragmatle: polichey boat about 9 recovery off industrial and’ agricultural 





3, We do not know whether Muo ld to the prestured iota these readjustments 
ot whether he recognived the gravity of the altuation and willingly acquiesced. 
@ecent revelations confirm that there was continulag dlentisfaction among some 


leaders with Mao's lendemhig ducag the 106s. Ib aly seems probable that 








ee 


some top leaders wern making decisions without frst aecking Mao's approval, 
Por his part, Mao was apparently growing more and mere eeubittercd na: he folt 
himself being eased aside and bli polietex neglected, Thus, tha collages of the 
Loop Forward and the subsequent attempts at recovery contributed ta the pa- 
Hitical terislons that erinpted fa the Cultural Revolution. 


& The radical policies of the Cultural Rivelution have created an eer 
eondacive to snclicol economle initintives stmlar to those af the Leap Barward, 
‘This would not be inconsistent with Mac's general notions; indeed, the political 

ee to aes factories and tha countryzide in late 1086 ond 

However, (hie produced such confusion und diguptions to produc 

tien ‘that the regime Rees cea (es what setmied to foreshadow 

seria econatile dislocations, With coimomie planning in a state of suapended 

animation, tf seems Uthily that major ecomamie initiatives will be postponed until 
sore rresatution af the political struggle ts achieved, 


In say event, tha purge of the party and the general confusion about whe 
a hag In waned he dno ci of hey. Although 
er a eke y dager 
somone directives where the a ee haa been dis. 
credited, the texalis have. bean than satisfactory, PLA has tha preci 
to maininin ogder and discipline but locks the necesan 
replete arg ng At the top, Premiar Chou prepeelecniraiae 
partir dprtncy ay in. the govecomental and economic burenueractes, 
teat: seal Vis Petacs oak od political standin “ 
tha tap cotta adrnindstrators, only Chin ond Li ia-chun seem to be 
wed ncegtaile to he Moola ‘Tho weckenieg of the mmageral aud ndauieie 


Sal ere 


i, PERFORMANCE 


&, There seems little doubt thet econpale:pexfeesusnce has declined this yene, 
Fobssts Oooo cic a gated Scattered Indications of a gradual 
: ey by Bed Guard posters citing official 
tn January and Februmy, and again in 










Agel. Neverdl fess, thors is no evidence suggerting thet am eeomornie artsy i 
gate 
A Agriculture 

@ This far, the Cultural Revoldion has taal Nile ; om a 


Gisin output in 1068 was of about the level of 1864 and 1 5. Although 
poodiartion ‘has recovered from the Joo levels of LOGQ-1001, it hae yet tote the 


“TPabing haa putlished libs aoefid date stnoy 1660, ‘While deviled statistical analysts of 
tha scarey fa Uuat ook of the question, carnal slang of nll eval infoemetion gives os 
esaimboble cculsne Siete Un gemcral wonnciats of pokes Wath the ame 

2 en ee ee ee ee thie section abe 
Seine Sogn esciws ol winks vsounarily cx incioguate dole Teen 
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renond year of 1958 Moenwhite, population has sown by 15 fe 50 milien a yen 
Current reps of rodused vation ke sing fd prices, In. both stabs and Free 
riorkets, engyest produally bgt are supplies, Colorle intake per capita is 
probably man Jess Chan in 1557, but wo zee 10 indications of cither malic 
beition of seslons food! shortages, - “Sthice 18l, Peking hay angmented doeseatic 
food supplies by an avemge meh import of almost fow million toms of grate 
year. tie expect inporly ta continay at about this level, 


B bsdasiry 


10, The Cultrnl Revolution has halted the secavery of Indusixy, Steady 
growth over the yore LORS1060 yateed induatrisl production to a level above 
* Eh cif 1088, cheng atill below the Leap Faeward peak of 1000, This greaweh 
pasulted 1 ma fuller use of existing capacity, Same excess capacity stil 
cacista, pa dre Might industries, but cy ie fewafficlent fy ofber in- 
distrine meaticte ote petity pradkets such ae fintehed! steal. ‘The revival of the 
comstmotion indatey in [808 fx moguosted by the fact that, for the frat tine 
since the Leap Forward, all major cement phils in Ching were iq operation, 
Kiew conceding was uideray at endian: seuenrch and production facilities, 
lectrin power p pit, cena pat alae rue reer tata. ne 
The Eevaptions of the Cultarat evolution probably huve led to 0 slow ak 
industrial output begfesing ia the lust quimter of 1068. 


et a ng Fo at iat sda eallamronel 
pore ate eg py he 


basle: 

facilities, elootronds equipment, peroiaie, aa cfumogl ertlime 
Se up bs reset polnt where mast neods for ordinary steel 
products ate probably being met, Delloienofes agiet in tha onpaclty to prodine 
pre ice ight aly gic er A hoa : 
ateel produets, Obi been carping on negotiations with Western Europa 
and. Jager for shat end equiient i 9 these gona, Ta patrolenm, output of 
erode oil hos doubled sings 1002, sed Chins ts now virtually salfauificiont fa. 
fetcolaim products; in 1908 only ome poreent oF the total supply bad to be dae 
ported, ‘This sematning dmpost need fa tor chamical additives to improve the 
paedaw ayy S-apelambar an facls ana lubricants, Capacity in the 
chemdcul, fertilizer ¢ incynasad from about 4 riilllin tons in 108 te 
millions toma in 106K Curent emphasis ix on ths construction of small 
and mediuersioe plants, which may add aboot « hall-sdllion tons in JO67, 


G. Transports 
B, Chinn's tramport system, whieh wae oerlonded and ‘subject to perlodie 
congestion duchug the Great Leap Forward, iiss heem able in the lost few yenrs 
to meet busie eoonamle needs withaut ondue delay, ‘The Cultuenl Revolution 
ya need only sporadie dlanaptions and hacklopging of serge at majar sail 
junctions and ports. These ditfieuttes have inconvenienced tle economy fa a 

















te 


foshion slmdlas to the currant ‘sie and industrial aiatocations, hat no 
suvioux eonomie renilts have yet baun identified, 


D. Miltary Proedection 
alls With the igh peiarty given il "i 





production, China hey developed 





Lig ae be beyond what Ik id from the Sodets and is now making 
Chinese have exploded six machar devices, have undetaken 
on x mibnile peogeim, and ure attempling thelr own research and de 
vee pl ci nf Hedetescar haired Work on virateptc imbastie 
lipesaag guest we being produced, and a follow-on 

oe ah expanded su nit inisile dep 
ment coay be imped aden bocties amd submorinedaunched missiles 


cy Ha gee 9 ‘eentinwed rest je being made an on eorly 
waraing vadar system und on conventional Li aod land armaments. 


14 Ching has carefully exploited the world’s markets to obtain up-to-date 


“tockrodl data and equipment For dnchartry, As Feking’s shopping lat 


1k includes o larger proportion. of items that can. be veluted to the advanced 


weapon Prog COCOM ve isms have generally prevonied the Chinese 
fees eae yi gy epi rlge: 







a billion dollars worth of mim Shi wat delealls inatruenis on 
J a roles Waters are neo =o, 

weapons progem ave the prearaee: 
ain seed ae sarc otal ipenent thtongheut dndugtry: 


EB. foreign Trade 


an _ trade has not betn significantly affected by the Culened Revalue 
ee ee ee ee : 


, the peak love of 1060 Although transpast dieaptions delayed shipring ached. 


ules in carly 1567, the Chinese iave been taking pline to meet dei tad 
bormibtracaks, 


108: Wirulge trad tncieases fn 1008 and. 1908 were lagely a xerult Of ose- 


_ ; thawed pesca trade with the Free World, which auw accounts for three 


<1. ee ee ee ee en es at machinery, equip 
pe instruments dnported by Chita Reem Japan aed Wheti Bunops, It 
ingeets of Geapartation. equipment 
acme 
Yuan Torat, MEourwenr lynrniheniys 
TOBE eercunduvanareersee fb topth s a ine va. 
i ROKER RAT RAE BIE HEY QasERTITH a Ha as ‘ a3 
FROM ecw ayasneaninneess weseees He sat aT 
ane kar be Rh e Tae i382 Rice 
OG (oae} Fe RNEEL RHR EEE bebt if in Bei 








ler 


eer 
squosters of Chicas brads, Japan au the USSH ay China's maha tradty 
Qarintr ty IDSS and wldened ity load tu HW “The ferpemssive mates af grow 
of ina Japieve trole—22 p nt i LOGS and rrp abaya 
roughly matched by that of Chikese teade with Western Ea raph ete 
retains China's bert santos of ard carceney, Total canna fe Hs 
Hoag Keng reached 4476 vailllion in 1908, and t addition, abe $8 willlon dn 
nontrade earnligs were recelvedl, deupite 4 drop in montanes hooaued af tha 
Cultuedl Bevaletiins, China's tude with Cormuntat comtcies tin LOGE conthaned. 
the decline that agus iy 1890, Toile sith Uie Soviet Unton fell to shout $98) 
milkon, « decline of 23 percent fom [o, 
api ean eh a dion las demprowed notably over the at 
Povelge exchange anc guid holdings inoreased by shout $90 salllion in 
66, reaching w level of 480 to 4580 million, China garchased $135 million 
broin tha Wiest fa 1006 and 440 million de 1668, -Ohina’s indebtedoer 
ghia tht pgcetar tyra hireathag sirctingg rs prol- 
ahly little i, DG, All this Indcbtedneny ty sharhtarm, China Kes 
ebatea not to sak for Songdtorm credits, Int could poobably obtstn thes ii tt 








18, Ching’s eemnmmie oft ctomraliments to ron cmanlsh esustetes oll Tron 
about $310 million in 1004 to approvinsitely $100 million annually fox 1985 end 
fa, 1G, The largest encsaniencnia kn 1B rere oredite of B43 maltan ts Come 
fondly and tS is ee eet ae fhctiad 
pal pongreghoendy opie po 


aver die Jest Uwe years, China ceased aie afd to Communist euinttliex 
tm 1208, Tht we believe deliveries increased in 18S aud 1868. 
F. Sappert to Neth Vietnam , : 


19, Ghose aid to Noth Vitnn fas gow tly over Gt at yee 
Ching hay bess supplying amall onea and ammunition, tucks, industrial yaw 
materials, : chutes, food, and other consumer goods “Thee are alsa 
wk Gh co ea atnc aa ee ee toe 
Vietoxm, andl dome Rghtay alroralt may have beer Chive Test Io 
cose the amt fo range of ce fo Taps brtg Tas 
inclisding zailt, coustruction mateial, spare parts, ood drage and medline, 
hinese ‘Comununidt capabilites far pesvic these materia and manever 
far exened conmitoemts minde se fer. “This sid, together with Soviet ald trnresite 
ing Ching, bas lncrated the burden. on the rail not, but it still pot te sonly 
reap poy apo oc pe Fo the best of our ice, the 
ronda gett obra pac only rane inteergpibina in spe af Oldie 
Internal polities! tarmail, ; 
2%, Bokiog hes also made substantial iawestisent iy defense and eelated cone 
a dtratiion, which is pert of a 
0 sapere ongthentng deferens along the periphery, dx concentrated on. new 
inde tise tara Yen Provinca has now been Roked fa 
the cn ad et of Cn, parting diet shipments eteen the two 




















vethout w dato though Nth Vietaum. ‘The new onrslenetian ales pravides 
um wdditional route for supglies to North Vietsam, 


Wh. PROBLEMS AND PROSPECTS 


As the SharhTann Outlook 


ai. Over rt me 17 pears, the: a ie siete Impressive sehleyement has 
Poon ita wis of the party on a politcal and economic apparatus to 1. motes the 
wt energy of Chis entsionn popu, aww, with. the pariy ip digavdes 
areaneruay under atlaek, thiy contral hat been exteabled, 
mations, it will he dilfioylt to keep ageioultore and Iidusiy 
Honetindag au a coowdinated whole, It is already evident that econcmle elfl- 
cloner hing a Peiclea and ane conteol fre lhely to le oven 








Patho weakened if pon the military luck the adaptabilt 
ai oe a beste ds onl el 7" 
92. This, any cxtimate of Hee, ) outlovile for dhe Chinese enonimy mist 
oof nevoasty be conditioned tyr th autlock Thatng the next year or 
ee # present level of political tunmail, the 

peep rare seams lkely to ate suméwhst, thoagh probably mot te tye 

k yeah hare. penn in Sain prog anemaplay 
oe ome . The | be coetioed, 


ead. dere seco trade patioms which have beeiy dovelopin 

Soe era enh Oo ocr aero 
3 Hae & 

Om ie one mary Eckoal eens af general political chara andl the decling 


of ceuteal autbority, 
23. Te Je passibila that ths  inditeraaiante palltest slivation, will be 
edie. by Masle early ‘rensta of sufliciant control to exybark ‘on any 


af tee Cleared Bovolutlon, Should he succeed, we weld 


. ec ito be sad fo the Gr Lang Foren inehuding a seduction iy 


muterial ieetived and great dese on axbortaton. Tf parestreined by the - 
randeten, hao ‘weal be i a td ghar temple 
But this would cheep iene rye — Boot grottams (tind themes to 
apathy and a decline fm metals and 


ee eects 
situation, we think # goldely. We do not believe that Mao will achieve a 
riear-cat reanlutien of the political strugyle: incleed, it is possible that be intends 
at rele to drag on. Even if he thought Ghat the time had eae be move 
nits Ras tik «nod pa a 40 the dinsollon of radical eeenvorntes 





esl deat essichiiel Sonate bom.pertey oem Nir 


and perhape euch of fhe ELA badewlip, oho have supported Mio thas fax, 


i, Even when Moo disppear from the wen, polled! stability & unlikely 
and economic progress will be neither repid nor sure, There could be a lang 


: 
: 
: a ~ 
' ; 


we 








oe 


period of confused contesting for power; at the very least there will bean into 
ee ee 

Er sight: 6 tm Grimiides netlonal gaudy, tauine eodeessions 
Pf dies aan: len peirlmeceggr pr er ocr my i 
might to come estent scale dows and stretch ont Ching’ imilituy program 
Bat i would probably atl tow re fl to advateed weapew, and China's 
hostility towards the US woald be likely ta pers, 


& Eoonamle Considerotions for the — Tare 


2h The problema charocteristie oF a natlon secking fnduatrialization and 
modernization ane present fn Chinn, bat are alten sharply cxaggornted by China’ 
égubitiots, Nevar beforw has 9 nation so industrially backwad and with s@ 
huge and pose a popalation athanpted ay strenu 
strangah and stabive of a majae world power. China's gross 
(GNP) {© enqsiderably amaller than that of ree oe Frans; fa ity per F capita 
GNP and the goetlon of CNP contbsted by industrial outpet, China's econcmy 
resembles that af Talis, fo porenit of its goals over the peat I? yours, Ching 
~ Bes wtitized aver one-quacter of fia GNP for favestment and mildery expend 
ang dg rpc opcode tires elfort. Aptos 
oT boon Pelee Boren e nN f talented toward military 
tetking progress j mradde tt advanced wea davahape 
Sak, ac Gis azo ban @rulend Clichy comaiees wud talent tad has ted to 
new tulle for shoxteuts. Peele eee tat Ching’s deep economia prob- 
Toms must be ondaratodd, 


7. Hood-Poptiletion Metta, China at bask faces only stow in redises 
hog population growth, nl a bt fs lye rn ea 
sate’ in the elttes, Tat & will take # long time to accomplish 3 significant reduo- 
tion among the peusantry, wha constitute aver 4) percent of the population. 
Idorecyer, aven a Fishy succeastul para) birth enntrol program would seeure 
taily a lienited reduction in fertility, ‘orgs lite Melfiogd af sey Raabe chen 

ing life oxpectancies, ‘Thut tieire: strane little likelthood of any natal 

inv the: onba of population growth over ot least tha nosk decade, 


96. The Chine intend to reise apiccltaral output over the most deeady 
mainly by greater wee of chimnics! fnrtilizer, Peking hos tort A fineoly = 
created the supply of chemical fertilizer, both fom | 
Soartes. In: Fy aera yale pradicdioa eomeetaantio ath peeele 
fiom growth, Ching needs am annual Tnerement af rongkly two millfoey tone oF 
Ghouical fertilizer, Ching Ie not currently buldiag kage cheyteal 
jflenls, aed. wilees new plete are quickly pot into cllect, wmech of the n 
eee Moreowes, Glifian will shortly, oy ty 
iGf0, face dueply freneased ceqaitements for Form Investment to use thut 
fartilizer, inclading wdditionnl ie igatia Snproved tuinnport and. distevaution, 
and mote iobensive tecosical measures, China may face teonble if it is mot 
peopered to divert the wocesiany seouress bo orderwrite them Investments and 
to sponsor suitable changes tn the exgontzation of then production. 


yale 4 
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20, Eeonomle Coste of the seiiary Program. ‘The success of the weapons 
Began ee 8 oe ant elvilion. suctor 
of a general odustsiot base for the brouder needa of the 
econmmy. Se ul te seme benedts to clvition industries from kag sade af 
RAD in the weopons fleld, aa well as in the stimulation of industricg in in soci? 
fields, But = Genafite: ure gay cetwelghed pA tors inv genenti 
ip! mai fi an inevitable oomequenct ven to 
rogram, ta any evel, mes fa eh ily re 


dy Fea lg of Chicas GNP. Overll casts will substantially grow as 


advanced weapots systems move iv production afd Pha gir and BaD 
sta wll louneang ws thie Hoste sate fechor bopend Ont | furnished Tey the 
Sovieta. Production. costa will be high because Chine will Lave to create the 
jadustzlal backup ta machinery snd skills that is already available to moat indus 
bielized nallons, Mioceovan, ins ited apply of zolentists and technicians 





fas been coucentrated ort: gencral eclentifie rezearch ts suffer 
ng fe eee Wnt plo wing urgent practical problems of 
lary production. 


30, Shortage of Edvonted Manpower. Being has vastly expanded school 
fooler and. enrollmamts in Chinn and for the first nt ne Hs poe yong 
as But ak the eame tha i hos 
education b polltioal campaigns. ha pepe il 


= sl ts ae sae 

pelority program, and the 

vfestnal end tect intuk esheers oli Chines 
—— of 


Senne ny sony is to advance to levels where both 
al competence and technical skills are required. 





poblemethe wafsvorable food-population votio, the economia 
coats and tnhalances inherent in the military program, and the shortcomings of 
the edusatlana! system—seens likely to peruist for at lenst a deeatle, Any regime 
aphiah conte to rule China will have to cope, nat not only with the damage which i 
being dows by the Culturel Revolution, but with these almost lnteactable facte 
of economia: file, A pragmutic regime could probably mobilize China's re- 
sroreer im such a Way-09'80 hrup tho econoamy Taoving at modesto ref of 
development and provide some modest increases in the low standard of living 
pow prevailing. 


42, Hut any regione will inherit some of the political goals as well ax the 


econcenie problems of tis wedeeussir. Tk wit ay yt ote tay 


* program, compete with the 0 B for influence in the the Communist 


gly affect the coms a of 
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